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AN INTRODUCTION TO BUDGETARY ANALYSIS 
«Jdiii6S L. Miller^ Jr. 

Center for the Study of Higher Education 
The University of Michigan 

The relationship between institutional research and institutional bud- 
geting varies greatly from one campuc to another. On some campuses these 
functions are closely interre] ated--on others they are no^. This usually is 
a reflection of the particular institutional problems or needs which led to 
the establishment of the institutional research office. In the long run, 
however, it is apparent that numerous interrelationships between institutional 
research offices and budgetary decision makers will develop. 

The comments in this paper are designed for those who are not familiar 
with higher education budgeting. The intent is to provide institutional 
research people with enough information to enable them to understand what 
college and university business officers are talking about when they discuss 
budgets. Hopefully, this will encourage institutional research people to 
enter into discussions with budget people in their own institutions, leading 
toward greater cooperation and a greater excliange of information. 

Budgets frequently have been described as programs expressed in terms 
of dollars. Although this is not a new definition of budgeting, it is be- 
coming increasingly apt because of recent developments, particularly the 
advent of "program budgeting." Several things are implied by the definition 
of budgeting as program expressed in terms of dollars. One is that the bud- 
get is a comprehensive presentation of the institution’s activities and 
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programs. For many institutio.ts it is the only place where one can review 
the total activities of the institution in a single document. Another impli- 
cation is that dollars become a comirion vocabulary for discussing dissimilar 
activities such as building maintenance, student services, and classroom 
teaching. 

Budgetary decision-making usually is inter-related with programmatic 
decision-making because of the fact that money is necessary to implement most 
programs. Budgetary decision-making represents a series of "choices" among 
alternative possibilities. These choices reflect conscious or unconscious 
decisions about institutional priorities and balance. Insofar as institu- 
tional rc,'earch can provide information and analysis which will improve de- 
cision-making, it wjll make an important contribution to the future well- 
being of the institution. 

In some cases the institutional research office will be involved directly 
in budgetary (uialysis and cost studies, and in other cases financial studies 
will be made by the budget office. The latter situation probably is the 
most common. Even when the institutional research office is not directly 
involved in making financial studies, other types of studies made by the 
institutional research office will have direct or indirect relevance to bud- 
getary decision-making simply because of the fact that budgetary decisions 
concern themselves with so many different aspects of the total operation of 
th'". institution. It is important, therefore, that institutional research 
people have an understanding of the institutional budget and of financial 
analysis techniques. 
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THE STRUCTURE OF THE BUDGET 



The Principle of Separately Balanced "Funds" 

A basic principle in college and university budgetiiig is that all of 
ihe money handled by the institution is not pooled into a single account 
from which money might be spent for any worthwhile institutional purpose. 

Instead the money handled by the institution is divided into a series of 
"funds," each of which has its own sources of income and purpose of expen- 
diture. There are six separate funds at most institutions. These are 
described in Appendix A. TTiey are: 

1) Current Funds 

2) Loan funds 

3) Endowment and other non-expendable funds 

4) Annuity funds 

5) Plant funds 

6) Agency funds 

Restricted and Unrestricted Funds 

Each of the six fund groups is divided into "restricted" and "unre- 
stricted" funds. Restricted funds are those which have some limitation con- 
cerning the purposes for which they can be expended (a restriction beyond 
that implied by ie nature of the fund group itself). Restricted funds 
usually come to the institution earmarked for a particular project or purpose 
by the donor or contracting agency. For example, unrestricted monies in the 
current funds could be spent for any purpose designated by the in.stitution, 
but a donation earmarked by the donor for the support of an Economic Develop- 
ment Research Institute would be placed in a "restricted" current fund account. 

TTie division of each of the six fund categories into restricted aiid 
unrestricted segments, results in twelve separate "pockets" into which monies 
may be placed (Figure 1). Each of these separate fund categories operates 
independently, that is, the income and expenditures of each must be in balance. 
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This is often a source of confusion to faculty members and others unfamiliar 
vvith the structure cf a college budget. Tlie fact that the institution may 
have money in the bank does not necessarily mean that these monies are freely 
available for any purpose. Much of the mystery of institutional budgeting 
disappears when one understands the fund structure. 

Observers of institutional budgeting also should be aware that some 
monies come to the institution without any special designation or restriction, 
and the institution’s chief financial officer, president, or board must then 
choose the fund category into whidi these monies will be placed. Most such 
monies are put into the current unrestricted fund and become available for 
immediate expenditure, but in some cases they may be placed into one of the 
other funds — to build up the endowment, or to provide funds for such purposes 
as construction or student loans. These represent legitimate institutional 
actions, but they represent the institution’s choice rather than an externally 
enforced restriction. 



FIGURE 1 - FUND GROUP 
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Current Fund Categories 

We have already noted the potential confusion resulting from the exis- 
tence of twelve "pockets" into which monies can be placed. This potential 
confusion is .urther compounded by the fact that the most important fund 
group --current funds--is subdivided into three major categories: 

1) "educational and general" 

2) "auxiliary enterprises" 

3) "student aid" 

And each of these is further subdivided as indicated below. 

Educational and general monies are those which are currently available 
for instructional research, and public services programs and for general 
administrative expenses associated with the operation of the institution. 

These are the major expenditures of interest to most institutional personnel. 
Therefore, this is the category most frequently subjected to intensive anal- 
ysis. Educational and general expenditures are subdivided into the following 
eight subcategories which are described in Appendix B. 

1) General administration 

2) General expense 

3) Instruction and departmental research 

4) Organized activities relating to educational departments 

5) Organ? zed research 

6) Extension and public service 

7) Libraries • , i * 

8) Operation and maintenance of the physical plant 

Student aid funds, as the name suggests, are those funds utilized for 

scholarships, fellowships and prizes. 

Auxiliary enterprises are those institutionally operated activities which 

do not actually constitute a part of the educational program (such as dormi- 
tories, cafeterias, student unions, book stores, etc.). At most institutions 
these activities are self-supporting, and therefore it is important to sep- 
arately account for their income and expenditures. Such a separate accounting 
provides information on whether they are genuinely self-supporting. A 
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also keeps the picture clear 



separate accounting for auxiliary enterpn^'Cs 
concerning which monies are available for "educational" purposes and which 
are earmarked for other purposes. 

In summary, the structure of the budget includes three major levels 
for categorizing expenditures --the six "funds" (each of which may have its 
restricted and unrestricted side); the separate categories within funds, 
the most important of which (for financial analysis) are the three categories 
within the current fund; and finally the sub-classifications within each 
category, the most important of which are the eight sub-classifications 
within the educational and general classification. 

BUDGETARY ANALYSIS 
Purposes of Budget Analysis 

Budget analysis constitutes the link between raw financial data and 
the use of those data for interpretive and planning purposes. Budgetary 
analysis reveals the patterns in the institution's expenditures. The pat- 
terns themselves often tell a meaningful story. When the patterns are 
compared to other normative patterns, it is usually possible to make some 
interpretations and judgments concerning them. 

Reports growing out of budgetary analyses may be used for a variety of 
purposes. One of the most common is external reporting- -the presentation 
of information to an audience outside the institution itself. State legis- 
latures and state agencies concerned with higher education planning and 
coordination often require such reports on institutional finance. Private 
institutions, although less often "required" to submit such reports, often 
choose to do so as a method of informing donors, past or prospective, about 
the institution’s needs and its managerial efficiency. Budgetary analysis 



105 



also is used for internal purposes, especially when it can be tied in closely 
with institutional budgeting and long-range planning. In these cases bud- 
getary analysis may constitute one of the bases for decision-making concerning 
the allocatior of money among competing claimants. 

In this presentation the term budgetary analysis is used fairly loosely. 
Lest this create confusion, it should be noted that there are important 
distinctions between budgetary analysis (or cost accounting), on the one 
hand, and budget "formulas" on the other. Budgetary a.5alysis is done after 
the fact (whether it is after expenditures actually have been incurred or 
after a budget is developed) and therefore the analysis can be made in con- 
siderable detail. Formulas are developed prior to detailed budgeting and 
serve the purpose of providing estimates which are useful for the allocation 
of resources. Formulas can provide only an approximation of the resources 
needed by various parts of the total organization. 

It should be noted also that there are important differences between 
studies in single institutions and inter-institutional studies. In the latter 
case the usual difficulties associated with making an analysis are further 
complicated by problems specifically related to the inter-institutional nature 
of the project. .Among the most frequently encountered difficulties are prob- 
lems associated with insuring comparability of information, respecting con- 
fidentiality to the degree desired by each of the institutions, and making 
comparisons among activities which are similar but not identical. Individual 
institutions can take advantage of the comparisons which are possible because 
of the increasing availability of public information about other institutions 
or groups of institutions. Such information provides norms against which an 
individual institution can compare itself. Studies of state systems provide 
one such source of readily available information. 
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Historical Background of Budgetary Analysis 



The history of budgetary analysis . .presents the interweaving of n>any 
forces and interests. These include the development of a uniform accounting 
system for American higher education; the development and initial populari- 
zation of cost analysis procedures by a group I shall refer to as the 
"Chicago school;" the pressures for adoption of budgetary analysis procedures 
which have emanated from state agencies since the early 1950' s; and finally 
the contemporary emergence of the Planning-Programming-Budgeting System (PPBS) 
movement. 

The development of a uniform accounting system for all institutions of 
higher learning does not sound like a very exciting piece of history, but 
it was the sine qua non for any interinstitutional finaiicial comparisons. 
Without a common "vocabulary" and commonly accepted "rules of the game," it 
was impossible to compare one institution with another and it also was im- 
possible to develop normative data against which individual institutions might 
measure their own performance. There were several early attempts by individ- 
uals to develop a*' accounting system which all colleges and universities would 
accept. This laid the groundwork for the appointment, in 1930, of a National 
Committee on Standard Reports for Institutions of Higher Education. That 
committee developed a classification procedure, published in 1935, which still 
provides the basic structure for college and university accounting systems. 

Two subsequent revisions of that report >, ive been prepared, both by committees 
of college and university business officers. The first revision was published 
by the American Council on Education in 1952 as College and University Busi- 
ness, Volume I . A second revision is currently under way with the results 
scheduled for publication in 1968 by the American Council on Education. 
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Adoption of the uniform system by individual institutions proceeded 
slowly at first, but today it is used almost universally because of the fact 
that so many governmental reports must be based upon it. The major outlines 
of that accounting system were discussed earlier in this paper and are pre- 
sented in somewhat more detail in Appendices A and B. 

What I have chosen to call the "Chicago school" was a remarkable group 
of faculty members ct the University of Chicago in the late 1920 's and early 
1930 's who turned their attention to the study of higher education organi- 
zation and administratl'n. The group included Floyd Reeves, John Dale Russell, 
A. J. Brumbaugh, Lloyd Blauch, and others. A series of multi-institutional 
studies were conducted and published which for the first time provided norma- 
tive information about institutional organization, administration, finance, 
curriculum, staffing, physical plant facilities, and many other matters. 

Although the works produced by this group are principally of historical interest 
today, they laid the gi'oundwork for much that has happened during the 1950 's 
and 1960 's. Among other things, the system they developed for analyzing and 
comparing institutional patterns of income and expenditure was to reappear in 
the 1950' s as the most widely used system of budgetary analysis. The work 
done by this group also provided the basis for a complete overhaul of the 
accrediting procedures used by the North Central Association (changes which 
ultimately were accepted by other accrediting associations). 

Not all of the work initiated by the Chicago school has been replicated. 
One piece of work which is generally overlooked and which has particular 
significance to small institutions is the table developed by John Dale Russell 
and Floyd W. Reeves that provides a series of corrective "weightings" that 
can be used by institutions with l3ss than 1,000 students to adjust calcu- 
lations of expenditure per studen: so as to make their expenditures comparable 
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to norms established for larger institutions. It is commonly recognized 
that small institutions have certain inlierent inefficiencies such as the 
necessity for providing a basic library, faculty, and physical facilities, 
plus certain unavoidable overhead costs. The small enrollment means that 
the cost of this basic program on a per student basis is higher than wo’-la 
be true if the enrollment were larger. Small institutions may know this to 
be true but often are at a loss to know how great the cost of this inef- 
ficiency is in terms of dollars and cents. The Russell-Reeves table quan- 
tifies this. It is reproduced here because it is not generally available 
in other sources (see T?ble 1). The dollar figures are badly out of date 
because of the fact that the table was published over 30 years ago, but 
there is reason to believe that the weightings are still reasonably accurate. 
The significant columns in the table are Column 1 which shows the enrollment 
groupings and Column 3 which indicates the weighting that should be used as 
a multiplier in reducing the actual cost per student before attempting tc 
make comparisons with larger colleges. TTie table has a number of uses. In 
inter: nstitutional comparisons it provides an appropriate "himdicap" for 
smaller institutions to make comparisons more reasonable. In estimating 
budgetary needs for a small college it provides a basis for estimating the 
amount of extra funding the institution will need on a per student basis 
because of its small size. It also provides food for thought for small in- 
stitutions which are wondering about the economics involved in increasing 
their enrollments. Obviously a larger enrollment will require increased 
institutional support, but the amount needed per student to do an equivalent 
educational job will drop. 

The years between 1935 and 1950 saw very' little interest or activity in 
the area of institutional budgetary analysis. The Second World War intervened 
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TABLE 1 — Continued 
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Reprinted from The Evaluation of Higher Institutions , Volume VII, Finance by John Dale Russell an( 
Floyd W. Reeves, by permission of The University of Chicago Press, copyright 1935 by the University of 
Chicago, all rights reserved. Published November 1935. 



durjng this time, and the post-war veterans' enrollment boom consumed insti- 
tutional energies. In the early 1950 's the veteran enrollment began to be 
replaced by non-veterans , and Federal financial support under the GI Bill no 
longer provided a major source of support for students or institutions. The 
state governments found themselves faced with rapidly mounting higher educa- 
tion appropriations and became increasingly interested in securing more in- 
formation about these appropriations -the purposes for which they were needed, 
the "efficiency" with which they were managed, and the possible effects of 
reducing requested appropriations. TTiis interest grew stronger as enrollments 
in state-supported colleges and universities mounted more and more rapidly 
during the 1950's and 1960's. One result of this concern was the establish- 
ment in virtually every state of a state level higher education planning and 
coordinating agency. Another result was the adoption in many states of some 
form of statewide budgetary analysis. TTie procedures adopted tended to vary 

from one state to another. 

One of tne best procedures was developed by John Dale Russell for the 
New Mexico Board of Educational Finance in the early 1950's. The procedure 
drew heavily upon the work Russell himself had done as a member of the 
"Chicago school" in the early 1930's. A detailed description of this pro- 
cedure was published in two different places, and the procedure has had wide 
influence. Russt.i and his associate, James I. Doi, prepared a senes of 
12 articles for C ollege and University Business magazine describing thi^ 
system, "mese aicicies appearca betwee.: September, 1955 and August, 19G6. 
Subsequently Russell modified this material slightly for presentation at a 
conference, the proceedings of whichi were published in 1960 by the Western 
Interstate Commission for Higher Education under the title CoH ege Self 
Study: Lectures on Institutional Research (.Richard G. Axt and Hall T. Sprague, 

editors). Neither the College and University Busine.ss series nor the WICHE 
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publication are currently available from the publishers, but they can be 
located in many libraries or in the business offices on many college arid 
university campuses. 

Other states which have developed procedures for budgetary analysis or 
formulas for estimating future budgetary needs (which usually were based 
upon a rough analysis of cost patterns) include California, Indiana, Okla- 
homa, Texas, Kentucky, Colorado, Florida, Utah, and Virginia. In recent 
years a number of additional states have moved in the same direction. 

The Ford Foundation through its Fund for the Advancement of Education 
provided the stimulus for a series of interinstitutional cost studies which 
not tnly provide useful normative information but also helped greatly in 

/■ 

the development of cost analysis techniques. Among these studies were the 
two "60-coilege studies" ( A Study of Income and Expenditures in Sixty Colleges-- 
Year 1953-54 . and A Second Look at the Sixty College Study: Comparison of 

Financial Operating Data for 1957-58 with a Study of Income and Expenditures 
in Sixty Colleges--Year 1953-54) ; the "Califomia-Big Ten Study," (California 
and Western Conference Cost and Statistical Study: 1954-55) ; and Sidney G. 

Tickton's Needed: A Ten-Year College Budget , (New York, Fund for the Advance- 

ment of Education, 1961). 

The two "60-colleg studies" provided normative information in great 
detail for small and medium-sized colleges. The Califomia-Big Ten report 
did not report much detail but provided a good discussion, with supporting 
illustrative data, of a methodology for cost analysis in large, complex uni- 
versities. Tickton's work dealt with the analysis of curriculum and expen- 
ditures in small or medium-sized colleges, as did the writing cf Beardsley 
Ruml and Donald H. Morrison ( Memo to a College Trustee) , Earl J. McGrath 
( Memo to a College Faculty Member) , and of Hungate, Meeth, and O'Connell 
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("The Quality and Cost of Liberal Arts College Programs: A Study of Twenty- 

Five Colleges," in Cooperative Long-Range Planning in Liberal Arts Colleges , 
edited by Earl J. McGrath). 

The message in this growing literature on budgetary analysis, parti- 
cularly as it interlocks with program analysis, is that institutions can make 
better decisions about their financial expenditures and can support better 
educat ional programs if they will expand and integrate their efforts at 
(1) long-range planning, (2) program analysis, and (3) budgetary analysis. 

Ihe recent emergence of PPBS (Planning-Programming-Budgeting Systems) 
and its application to higher education institutions is, in some respects, 
simply a further extension of the trends which have been noted above- -trends 
toward increasingly sophisticated quantitative analysis and toward more com- 
plex interrelationships between program analysis and fiscal analysis. The 
concepts of PPBS first developed in the field of public administration, with 
particular applicability to large Federal agencies with complex administra- 
tive problems. The Department of Defense was the major testing ground for 
PPBS and the technique has been highly successful there. This has led to 
wide-spread interest in it and to proposals for its adoption throughout the 
Federal government and in state and local governments as well. Ihere is the 
further suggestion that it be adopted in large universities where administra- 
tive problems are fully as complex as are Chose of many governmental agencies. 
Such a proposal was made in 1966 by Harry Williams in P lanning for Effective 
Resource Allocation in Universities , published by the American Council on 
Education. 

Long-range planning is at the heart of the PPBS proposals. Analytical 
information of many kinds is brought to bear during the planning process. 

The adoption of any form of PPBS will increase an institution’s need for ana- 
lytical studies of all kinds--a matter of no small interest to institutional 



research offices. 
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Techniques Used in Budget Analysis 



Two basic techniques are utilized in most cost analysis procedures-- 
percentage analysis and unit cost analysis. The first involves computing 
the percentage which is expended for various sub-categcries. The second 
technique involves computing a unit cost that relates the dollars expended 
to services received. These are discussed in greater detail below. 

"Percentage Analysis" Technique 

TTie percentage analysis technique consists of computing the percentage 
of the total cost which is devoted to each of the sub-items. The object is 
to find and understand the patterns of expenditures and the reasons for 
variation in these patterns. 

Two key generalizations about percentage analysis are: 1) the fact that 

there is a pattern which can be identified, and 2) the fact that there is 
wide variation amon? institutions in the patterns which they display. 

Table 2, which is taken from the descriptions of institutional financial 
analysis by John Dale Russell and James I. Doi referred to earlier, shows a 
pattern for six institutions in which the average pattern involves almost 
60% of expenditures going for instruction and approximately 17% for plant 
operation and maintenance, 16% for administration and general, 5% for libraries 
and small percentages for extension and organized research. TTiese are the 
normative data against which the six institutions individually can be compared. 

It is important to note the wide variation among the six institutions, 
however. Hie percentage of expenditures which goes for instruction ranges 
from 48% to almost 62%. The percentage for plant operation and maintenance 
ranges from 15% to over 30%. The percentage for administration and general 
ranges from 14% to over 22%. These figures clearly indicate the two general- 
izations just made— there i£ a pattern (instruction consistently gets the 
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largest percent, for example), while at the same time there is tremendous 

variation from one institution to another. 

What are the causes of this variation? The following factors stand 

out: 

1 . Institutional size and complexity . Small institutions have rel- 
atively high overhead costs for such things as administration and 
the upkeep of the physical plant, because these costs tend to be 
fixed. This reduces the percentages which can go for other things. 
As an institution grows larger these fixed expenditures represent 
a smaller proportion of the total. The percentage expended for 
administration and general declines and larger amounts are made 
available for other purposes. Institutions which are quite large 
and complex normally have high expenditures for organized research 
and for extension, which reduces the percentage spent for instruc- 
tion. Therefore, other tilings being equal, instruction will 
receive the highest percentage of total expenditures in medium 
sized institutions which are large enough to be administratively 
efficient but not large enough to have developed major research 
and extension activities. 

2. Geographic location . The costs of many things, such, as utilities, 
labor, and police protection, vary in accordance with the geo- 
graphic location of the institution. Heating costs, for example, 
will vary with climate and labor costs may differ markedly between 
urban and rural locations. 

3. Adequacy of Resources . The adequacy of resources becomes an 
important factor in determining whether there is enough money to 
properly fund the instructional program as well as the many fixed 
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overhead costs which are unavoidable. An institution will first 
pay for those things which it must buy and will then put its money 
into other things which it values. In general, a poor institution 
(financially) will be forced to spend a disproportionately high 
proportion of its resources on administration and physical plant 
upkeep, whereas an institution with more adequate resources will 
be able to put a higher proportion of its funds into instruction 
and libraries. 

4. Type of institutional programs . The percentage distribution of 
expenditures will be influenced to a significant degree by the 
type of program offered by the institution. The best example of 
this is found in land grant uni’/ersities that have major agricul- 
tural extension programs. These programs of off-campus agricul- 
tural service consume a large enough proportion ot total institu- 
tional expenditures to make the percentage analysis show lower 
percentages for other activities. If the institution’s percentage 
analysis is re-computed, omitting the extension expenditures, the 
pattern may approximate that of other institutions. The presence 
or absence of a demonstration school for teacher training purposes 
is another example of a major expenditure which influences the 
perce..tdge shown for all other activities. 

5. Matters of institutional choice . A certain degree of variation is 
attributable simply to choices made by the institution about such 
things as the level of administrative services, the relative 
emphasis placed upon campus beautification, or the relative emphasis 
placed upon library development. Some institutions choose to put 
all the money they possibly can into faculty salaries; other insti- 
tutions choose to provide a "balance" among such things as faculty 
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salary levels, library adequacy, campus beautification, and ad- 
ministration. 

To emphasize the point made earlier, there is wide variation in insti- 
tutional expenditure patterns, but they are variations on a theme. One 
needs to understand both the basic pattern common to most institutions and 
the types of variations most frequently encountered. 

Normative information . Analysis consists of finding the pattern in an 
institution's expenditures; normative information provides the basis for 
meaningful interpretation. Norms can be derived from a variety of sources. 
There is a growing body of literature which makes available normative infor- 
mation from various groups of institutions. 

The best normative information for purposes of institutional decision- 
making is information about expenditure patterns over a series of years 
within the institution itself. Many of the difficulties encountered in com- 
parisons with norms based upon other institutions (such as noncomparability 
of programs or accounting systems) are minimized when information is avail- 
able for the same institution over a period of years. Unfortunately, cost 
studies usually are not initiated until the pressure to make use of them is 
fairly great. This frequently precludes waiting for the accumulation of 
information over a sustained period and forces institutions to analyze and 
use data from only a few past years instead. Until longitudinal records can 
provide for at least five consecutive years of information, their full use- 
fulness is not achieved. Year to year changes generally are not -ramatic. 
Even when they are, a genuine shift in the pattern of expenditures cannot 
be ascertained with certainty until several years have passed. Over a period 
of four or five years, however, trends can become quite clear. 

Normative data drawn from other institutions--particularly other insti- 
tutions of similar size and purpose--can be extremely valuable in providing 
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;in additional dimension of interpretation. The normative information becomes 
markedly more useful if, in addition to the averages for certain types of 
institutions, the ranges of expenditures also are shown to indicate the extent 
of variation from the norm. 

When an institution compares itself to such norms and finds that its 
expenditure pattern deviates from the norm, it can then analyze its own 
program to determine the likely reasons for the deviation. This provides a 
basis for deciding whether the deviation is one which the institution wants 
to continue. An institution may find, for example, that it is spending a 
higher proportion of its money for library than is the norm in similar in- 
stitutions, but it may also be known that the library was neglected for many 
years, and that high expenditures simply reflect a rebuilding program. In 
this case, the institution presumably would want to continue rebuilding 
until its libraries became comparable with those in similar institutions. 

At that point the institution would be faced with a new decision: whether 

to continue to build the library in order to have one that was better than 
most, or whether to settle for an average library and invest the extra funds 
in some other activity. 

The "best" pattern of expenditures usually is considered to be one in 
which a high percentage is spent in the "productive" functions such as 
instruction and libraries. The conventional wisdom says that expenditures 
for supporting activities such as administration should be relatively low 
in a well-managed institution. It should also be remembered, however, that 
there exists an optimum level of supporting expenditures, below which an 
imbalance is wasteful. An example of this is neglect on regular maintenance 
of the physical plant so that monies can be spent for other purposes. In 
many institutions deferred maintenance becomes a serious problem which 
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necessitates heavy expenditures or even replacement of buildings. Admin- 
istrative expenses also can fall below an optimum level and result in damage 
to the institution through ineffective leadership and inefficient administra- 
tion. 

Unit Cost Technique 

Tlte second basic technique of budget analysis is computation of the cost 
for each unit of service rendered. Unit costs can be computed for the insti- 
tution as a whole (cost for a full-time equivalent student) or they can be 
computed for functional categories of activity, such as instruction, adminis- 
tration, and libraries. Unit costs serve a different purpose from percentage 
analyses and the two forms of analysis taken together can be far more helpful 
than either technique alone. 

The purpose of units costs is to facilitate comparisons of several types: 

1. Comparisons between years. 

2. Comparisons among institutions. 

3. Comparisons among units within a single instituton or system of 
institutions . 

A few examples will make these uses clear. One might compare for a 
series of years in a single institution the costs of chemistry instruction 
per credit hour taught to see whether unit costs are changing and if so, the 
nature of the change and the reasons for it. One might also compare these 
costs between two or more institutions as one way of testing the justifi- 
ability" of the current cost (care must be taken to recognize differences 
in types of programs, including qualitative dirferences) . And finally one 
might compare the costs of teaching chemistry with the costs of teaching 
other subjects, net only within a single institution, but within a number 
of institutions. This would show not only the fact that a difference exists 
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in the cost of teaching various subjects but also the extent of the dif- 
ference, whether the difference is greater in one institution than in another, 

and if so, why. 

Three crucial steps in determining unit costs are the following: 

1. Selection of the Proper Cost Unit to Use . This can be more diffi- 
cult than it might be- assumed. The unit must be one which can be 
defined clearly and unambiguously, one for which cost figures can 
be identified and one which can be related to a clearly identifiable 
workload unit (see below). A comparison of costs for the operation 
and maintenance of the physical plant expenses in two institutions 
might sound plausible until one considers that the category actually 
is such a conglomerate classification that the causes of variations 
are not likely to be clear. A much more meaningful measure would 
be the unit cost of more precisely defined categories, such as the 
provision of police protection or the cost per square foot of 
custodial sei-vices. 

2. The Selection of an Appropriate Work Un it to Use. Here again a 
good deal of care must be taken. The work unit selected must 
actually relate to the costs which are involved. For many types 
of activities a work load measure which involves students or student 
activity (such as student enrollment in particular classes) would 
be appropriate, but for others, such as maintenance or custodial 
services, another type, such as a square foot measurement: related 
to the total area of buildings would be more appropriate. Certain 
library work loads are most appropriately measured in terms of 
numbers of books handled. 
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3. Establishing the Proper Relationship Between Steps 1 and 2 . TTiis 
is an extension of the selection of the proper work unit discussed 
above. Student credit hours may relate appropriately to a measure- 
ment of faculty work load or faculty productivity, but student 
credit hours do not bear a direct relationship to the workload of 
administrative offices or to the custodial services. 

Unit costs are not susceptible to the same kinds of distortions which 
can influence percentage analyses. (For example, unit costs for on- campus 
liberal arts instruction are not affected by the presence or absence of a 
large agricultural extension program, but such a program inevitably influences 
a percentage analysis of institutional expenditures.) But unit costs are 
susceptible to other kinds of distortion. A simple example is found in the 
case of an instructional department which is teaching to full capacity and 
is in need of additional faculty. In the year just before the new faculty 
member is added, the work load will be unusually high (which is the justi- 
fication for adding the new faculty member) and therefore, the unit cost for 
producing each student credit hour in the department will be unusually low. 

In the following year, when the salary of the additional faculty person is 
added to departmental costs, the unit cost for producing each student credit 
hour will jump. It would be easy to misinterpret this as a sign of sudden 
inefficiency. It is instead simply one of the expected fluctuations in unit 
costs over time. A perceptive cost analyst is aware of this type of fluc- 
tuation. He also develops a sensitiveness to the possibility that some costs 
may be too low rather than too high. 

General Comments on Patterns of Expenditure 
Certain categories of expenditure in the uniform classification of 

accounts are much better defined than others. 
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Instruction is fairly well defined except for the inclusion of "depart- 
mental research" which sometimes creates confusion, especially in large 
universities where research constitutes a matter of considerable interest 
and concern. Instruction typically constitutes about 50% of total educa- 
tional and general expenditures. This percentage tends to be lower in small 
institutions because of the inherent inefficiency of small operations and 
also lower in la-^^e complex universities where public service, research, and 
extension activities constitute major program areas. The percent for instruc- 
tion frequently is higher than 50% in medium-size institutions which con- 
centrate heavily on instruction, with a minimum of competing activities. 
Salaries constitute 75% to 80% of the instructional category, and therefore 
any analysis of instruction becomes to a significant extent an analysis of 
faculty salaries. 

Libraries are probably the most fully analyzed segment of the college 
and university program because of the emphasis librarians themselves place 
upon the analysis of this activity. Libraries typically take about 5% of 
the institution's total education and general budget. There is somewhat more 
stability in ±is percentage than in the percentages for some of the other 
functional activities. Of library expenditures approximately 60% goes for 
salaries. This often is surprising to people xonfamiliar with library activ- 
ities. It is easy to assume that the major expense of library operation 
would be the purchase of books. Actually the cost of making books accessible 
■^Q us 0 fs is greater--and this calls for personnel. 

Other categories of expenditure are less well defined. The categories 
of general administration and general expense probably have caused the 
greatest amount of trouble. The names used for these categories imply that 
they represent the cost of administrative overhead in the institution. 

Rightly or wrongly, Americans tend to believe that administrative overhead 
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is analogous to waste ajid should be held to a minimum. In fact, however, 
major items of expense which do not constitute administrative overhead are 
inclucded in these categories and this has inflated the apparent administra- 
tive costs and caused institutions to be subjected to unwarranted criticisms. 
The category of general expense is the special culprit in this case. Only 
one of the three sub -categories within general expense, general institutional 
expenses, actually consists of administrative expenses proper. The sub- 
category of student services is generally recognized as an important service 
activity paralleling instructional services and quite unrelated to general 
administrative overhead. The separation of student services into an inde- 
pendent category would reduce confusion and seems advisable. The sub- 
category of staff benefits consists of items which in modern-day America 
constitute an expected form of salary (euphemistically called fringe benefits) . 
It was an administrative convenience to lump these into a single budgetary 
item when institutions were small, but now that most institutions are large 
enough for staff benefits to constitute a substantial amount of money, it 
is desirable to allocate these expenses to departments and offices in the 
same way that salaries are allocated. Unless tnis is done, the true cost 
of the departmental operation is not shown, and inflated administrative cost 
appears to exist. 

Organized activities related to instruction offer a number of problems 
in financial analysis because many of the activities are part related to 
instructional activities (such as a farm which is used in connection with 
an agriculture program or intercollegiate atheletics which are used in pre- 
paring physical education majors for coaching) but are in part used in pur- 
poses ( the farm also may provide milk for the dining hall and the inter- 
collegiate athletics program provides entertainment and a public relations 
vehicle). In some cases these activities are incorrectly classified no 
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matter which category one chooses. Russell and Doi have suggested that this 
category should be removed from educational and general expenses altogether 
and should constitute a fourth category under the current fund (along with 
educational and general, student aid, and auxiliary enterprises).* 

Operation and maintenance of physical plant is a conglomeration of varied 
activities which can be understood and analyzed only if they are broken down 

into their component sub -categories. 

Organized research, and extension and public service are the two func- 
tional areas which vary the most from one institution to another. Large 
complex universities tend to have a great deal of one or both of these activ- 
ities, whereas most colleges have little or none of either. Any comparison 
between an institution which does have these activities and another institu- 
tion which does not have them must take this programmatic difference into 
account since it will influence the percentage distribution of expenditures 
for the total institution. 

The Role of Institutional Research in Budgeting 
Like many functions of an institutional research office, its responsi- 
bilities in the field of financial analysis and budgeting are shared with 
other university offices. Furthermore, the role played by the institutional 
research office in some respects is a secondary or supportive role. This 
supportive relationship is not unlike the institutional research role in 
connection with faculty studies (where operating responsibility lies with a 
department head or a dean) and admissions studies (where operating respon- 
sibility lies with a registrar or an office of admissions). 



*John Dale Russell and James I. Doi, "Analysis of Institutional Expen- 
ditures," College and University Business , October, 1955, p. 27. 
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Budgetary decision-making is the ro^ i'onsibilit)' of the president, the 
chief academic officer, and the chief business officer, acting with the 
assistance of others within the institution. The budgetary role of the 
institutional research office lies in the collection and/or analysis of 
relevant information and the conduct of special studies which will assist 
in budgetary decision-making. Since the budget office also initiates studies 
of its own, a question can arise as to the appropriate division of respon- 
sibilities between the budge*, office and the institutional research office. 

In some institutions this could easily degenerate into a jurisdictional 
dispute. Such a dispute can be avoided if institutional research is con- 
ceived of as a "field" of activity in which many university offices may be 
engaged simultaneously. In an institution which is receptive to the use of 
research findings in d-cision-making, the number of needed studies will surpass 
the capabilities of any single office. Institutional research offices, there- 
fore, have nothing to fear from the fact that operating offices are also 
conducting studies-they should welcome such studies and coordinate them with 
the work of the institutional research office itself so as to permit maximum 
utilization of the information developed. 
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APPENDIX A 



Classification of Institutional "Funds” 



1. Curre nt funds . Current funds are those funds available for 
general operating purposes. Current fund expenditures, 
especially those from the current fund subcategory called 
"Educational and General," constitute the expenditures which 
are usually the principal subject for fiscal analysis and 
budgetary decision-making. 

2. Loan funds. As the name implies, loan funds include monies 
which are loanable to student, faculty, and staff. 

3. Endowment and other non -expendable funds . As the name implies, 
this includes the institution's endowment, plus other monies 
which for any reason are non-expendable at the current time. 
Earnings from endowments are expendable, of course, but must 
be transferred into one of the other funds before they are 
actually utilized. 

4. Annuity funds. Annuity funds are those monies acquired by 

the institution subject to an annuity or living trust agreement. 
Upon completion of the annuity or living trxist agreement, the 
remaining funds will become available to the institution for 
use according to the stipulation in the original agreement. 

5. Plant funds. Plant funds are those monies intended for or 
actually expended for the acquisition of property or buildings 
for institutional use. 

6. Agency funds. Agency funds are monies which do not belong to 
the institution, but are held in custody for groups such as 
campus organizations. At most institutions there are a large 
number of agency accounts, many of them small. The institution 
acts as "banker" for the campus -related organizations and 
agencies to whom these fund.s belong. 
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APPENDIX B 



Classification of Educational and General Expenditures 



1. General administration . This includes expenditures for the 
offices of administration such as the governing board, president, 
vice-president, business office. 

2. General expense . This category is further sub-divided into 

three major sub -categories : (1) student services (offices and 

activities such as the registrar, student health service, 
guidance program); (2) staff benefits (group insurance, retire- 
ment contract premiums, social security, imless these are 
allocated to the departments and offices within the institution); 
and (3) general institutional expense (such offices and activities 
as the alumni office, publication of catalogs and bulletins, 
institution-wide convocations, institutional memberships). 

In large and medium size institutions the amount of money which 
falls in the general expense category can become quite large. 

Since the category really is a catdi-all for a diversified 
group of expenditures, it often is difficult to explain why the 
institution's expenditures should be so large for a category 
which sounds so vague. A modification of the generally accepted 
classification of accounts to separate student services into a 
separately identified category appears desirable, as does the 
allocation of staff benefits to the offices and departments 
throughout the institution which directly benefit from the 
services of the individuals receiving these benefHs. 

3. Instruction and Departmental Research . This category constitutes 
the heart of the institution's instructional program. It is 
sub-divided into the separate instructional units (schools and 
colleges within a large university; or departments within colleges) 
and then further sub-divided to show a breakdown of expenditures 
within departments. In addition to faculty salaries, it includes 
expenses directly associated with the instructional programs, such 
as clerical assistance and supplies and equipment used in academic 
departments . 

"Departmental research" is a term which confuses people who are 
unfamiliar with collegiate budgeting. Departmental researdt is 
any academic research that is carried on by members of the 
teaching faculty without any separate funding for the research 
project itself. It frequently is asserted that a certain amount 
of scholarly or research activity is expected of most faculty 
members. The inclusion of departmental research in the instruc- 
tional category constitutes a budgetary recognition of this 
expectation. 
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4. Organized activities relating to educational departments . 

This category is intended to include activities such as 
demonstration schools and farms that are operated by the insti- 
tution as an adjunct to the educational program of the insti- 
tution. In so far as these activities are operated for purposes 
not directly related to educational departments, they should be 
listed under auxiliary enterprises. Often the distinction is 
hard to make. A farm may be operated for several purposes--as 
a laboratory for agricultural instruction and also to provide 
food for the dining halls. Intercollegiate athletics may be 
operated in part as an adjunct to physical education instruction 
and in part as a self-supporting activity for the entertainment 
of students and the general public. When the total amounts of 
money involved are significant, as frequently is the case in 
intercollegiate athletics, the choice between classifying the 
activity as "related to instruction" or as an auxiliary enterprise 
can significantly affect the distribution of institutional funds 
among "educational" and other types of expenditures. 

5 Organized research. Research units and projects which are 

separately organized and funded, such as agricultural experiment 
stations, engineering experiment stations, and separately funded 
research projects fall into this category. 

6. Extension and public service. Separately organized and funded 
extension and public service activities appear here. 

7. Libraries. In addition to the main library, any subsidiary 
libraries which are separately organized should be included in 

this category. 

8. Operation and maintenance of the physi cal plant. Expenses 
associated with the operation of the building and grounds ^d 
their maintenance are included here. This includes utilities. 
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